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Convention Only 


A Few Days Off 


address. That evening the annual stag 
dinner will be held in the Grand Ballroom 
of the Hotel Knickerbocker. Carroll 
Binder, Foreign Editor of the Chicago 
Daily News, will be the featured speaker. 


A Varied And Interesting 
Program Has Been Arranged 
For MBA’s 1940 Convention 


NLY a few days remain now until 

the gavel falls marking the open- 

ing of the 27th Annual Conven- 
tion of the Mortgage Bankers Associa- 
tion of America, which will be held 
October 2, 3 and 4 at the Drake Hotel 
in Chicago. 

The program for the 1940 Conven- 
tion is one of the most complete and, 
we believe, one of the most worthwhile 
ever arranged. There is a feature on 
the Convention program to interest 
every MBA member, whether he is a 
representative of a large institutional 
lender or a small individual operator. 

Each afternoon will be devoted to a 
series of clinical meetings where, we 
hope, members will have an opportu- 
nity to find answers to the many every- 
day problems which confront every 
mortgage lender. The clinical meetings 
will be presided over by a chairman who 
will be assisted by several discussion lead- 
ers. These men have carefully prepared 
their meetings in advance to insure a 
lively discussion. This plan is not in- 
tended to discourage members who at- 
tend the meetings from participating in 
the discussion. Rather, it is intended 
to stimulate contributions from the 
floor. 

Eight nationally-prominent business 
men will address the generai sessions of 
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the Convention which are held each 
morning. Perhaps a last-minute review 
of each morning’s program will be 
valuable. 

Wednesday, October 2— On the 
opening morning, members will hear an 
address by General Robert E. Wood, 
Chairman of the Board of Sears-Roe- 
buck and Company, Chicago, entitled 





pes program has been com- 
pleted for the 27th Annual 
Convention of the Mortgage 
Bankers Association of America. 
In this article, Secretary Patter- 
son briefly reviews the many 
events on the Convention pro- 
gram. The complete program 
was carried in the September 15 
issue of The Mortgage Banker 
and the program for the various 
clinical meetings was published 
in the September I issue of The 
Mortgage Banker. If you have 
not made your reservations for 
the 1940 Convention do so at 
once. 





“Present Population Trends and Their 
Effect on Business.” President Byron T. 
Shutz will deliver the annual presidential 


His subject is “The United States In a 
World at War.” 

Thursday, October 3 — The speakers 
at the general session are Harland Bar- 
tholomew of Harland Bartholomew and 
Associates, St. Louis; Dr. Claude L. 
Benner, Vice President in charge of in- 
vestments, Continental American Life 
Insurance Company, Wilmington, Dela- 
ware; and Roy A. Roberts, Managing 
Editor of the Kansas City Star. Mr. 
Bartholomew, a noted city planning en- 
gineer, will speak on “The Present and 
Ultimate Effect of Decentralization 
Upon American Cities.” The subject of 
Dr. Benner’s address is “Some Eco- 
nomic Consequences of the European 
War.” Mr. Roberts, whose newspaper 
career has included many years as a 
Washington correspondent, will deliver 
an address entitled “What's To Come.” 
In this discussion of domestic affairs he 
will bring his observations of 32 years 
as a Newspaper man. 

In addition to a full schedule of clini- 
cal meetings on Thursday afternoon, 
the annual MBA Golf Tournament will 
be held at Sunset Ridge Country Club, 
Winnetka, Illinois. Thursday evening 
has been designated as “Carnival 
Night.” The event will be held in the 
Grand Ballroom of Hotel Knickerbock- 
er and members, their wives and 
guests will enjoy dancing to Don Pedro 
and his orchestra and other outstanding 
entertainment. 

(Continued on page 3) 
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A Farm Mortgage 


Conference 


An MBA Board Member Outlines 
Some Of The Things Which Such 
A Conference Might Accomplish 


PROMINENT official of a large 

mid-west life insurance company 

in a recent address on life insur 
ance investment said: 

“Due regard must be paid to econ 
omy of management in the selection of 
investment fields to be entered. For ex 
ample, in the purchase of mortgages, 
either on farms or on homes, an excess 
of diversity as to territory results in 
undue cost of management. Here again 
the mortgages included in a large in 
vestment portfolio should not all be 
placed in a single closely restricted terri 
tory but any territory chesen must pro 
duce a sufficient volume of this particular 
type of investment to justify the ex 
pense which must be incurred in the 
necessary local supervision and _ local 
servicing 

“The whole American economy is best 
served, not by having each individual 
life insurance company attempt to 
spread its investments over its entire 
field of life insurance operations but by 
having each company conduct its in 
vestment operations as economically as 
possible.” 

Any person who has had experience 
in making farm mortgage loans, either 
for his own account or as a representa 
tive of an institutional lender will rec- 
ognize the truth of that statement. Next 
to security of principal, it probably 
should occupy a place of second impor 
tance, in the minds of those who invest 
trust funds. 

If the risks of the business are to fall 
where they belong, that is on those 
who stand to make a profit through 
these operations, then we who loan 
money on farm lands, whether for our- 
selves or as agents for others, must be 
perfectly free to select the territories 
within which we seek the business. 
Further, we must be free to use our own 
judgment and experience in valuing 
each security and estimating the credit 
worth of each borrower. We must re- 
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tain the right to wholly or partially 
withdraw from any or all of these fields 
when the net return is not profitable or 
the cost of operation is excessive. 
There are among us, however, a 
large number of people who seem to 
believe that agriculture is an industry 
of such importance that it is entitled to 
and must at all costs have an abundant- 
ly adequate financing at uniform cost 
throughout the entire country available 





HIS is the second in a series 

of two articles explaining 
the objectives of a proposed 
Farm Mortgage Conference 
which the Mortgage Bankers 
Association of America plans to 
sponsor. In an article published 
in the September 15 issue of 
The Mortgage Banker, R. O. 
Deming, Jr. an MBA Board 
member, described some of the 
obstacles which face the private 
lender in recapturing a fair pro- 
portion of the farm mortgage 
business. This article was written 
by Frederick P. Champ, Presi- 
dent of the Utah Mortgage Loan 
Corporation of Logan, Utah, 
also a member of MBA’s Board 
of Governors. In it Mr. Champ 
makes some suggestions which 
he believes the proposed con- 
ference should consider. 





both in good years and bad. They are 
of the opinion that the rate of interest 
should be very little higher than that 
at which the Government itself is able 
to borrow. These are the advocates of 
subsidized Government lending systems. 
To politicians seeking the farm vote, 
this thought furnishes a most attractive 
opportunity. It readily extends itself 
into a multiplicity of forms of govern- 
ment in business and offers convenient 


opportunities to inject social reforms, 
Government regulation, price control 
and other burdens to the free operation 
of the otherwise simple business of 
farming and farm financing. 

The advocates of this thought would 
very positively disagree with the fur- 
ther statement of the speaker mentioned 
when he adds: 

“The proper and constructive invest- 
ment needs of each individual part of 
our country have always been and 
will continue to be met automatically 
through the law of averages. In the 
life insurance field one insurance com- 
pany covers one investment territory; 
another, another investment territory. 
Thus all the companies combined fur’ 
nish investment funds throughout the 
United States as a whole . . . Because of 
the many sources of investment funds 
throughout the country the investment 
needs of each individual geographical 
section are met without any one enter- 
prise attempting to cover the whole 
field.” 

On this point we may have to con- 
cede something to those who believe in 
the necessity of subsidized Government 
farm lending for they could probably 
easily establish the fact that institutional 
lenders at least have never attempted to 
make farm loans in a very considerable 
portion of the farming territory. These 
advocates of subsidized government 
lending also would contend that such 
institutional lenders have in many times 
of need either withdrawn from parts of 
their fields or greatly restricted their 
volume of loans. 

A joint committee of the American 
Life Convention and the Mortgage 
Bankers Association has been appointed 
to conduct a farm mortgage conference. 
This proposed conference would bring 
together the representatives of private 
institutional farm mortgage lenders, 
particularly the life insurance com- 
panies, and members of the Mortgage 
Bankers Association and others inter- 
ested in originating farm mortgage 
loans. It is hoped that out of such a 
conference plans might be developed 
whereby such institutional lenders 
could recapture and hold a very much 
more substantial share of the real mort- 
gage indebtedness of American farmers. 
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It is evident that such institutional 
lenders, because of their great growth 
in assets, have a capacity for the major 
share of such business. To increase 
their volume of farm mortgage loans 
such investors will have to compete 
with the subsidized government farm 
lending agencies and take a considerable 
share of the new business from the 
present holdings of such agencies. If 
they have the ability to successfully 
compete for such business and to recap- 
ture a goodly portion thereof, it should 
conclusively establish the fact that fur- 
ther increase of government farm lend- 
ing agencies and the further expansion 
»f government subsidized loaning is 
unnecessary. 

It would seem that the task of such 
committee would be to offer such im- 
provement in present methods or some 
improved plan of lending. Such a plan 
would preserve to the lender the right 
of selection, not only of the territory in 
which to operate, but also of each indi- 
vidual risk and would at the same time 
attract to such investment field sufh- 
cient funds to abundantly take care of 
igricultural financing throughout the 
whole country in good times and bad 
and upon uniform plans and rates of 
interest, 

In considering the possibilities of for- 
mulating such a plan or making the 
necessary improvements in present prac- 
tices, we are tempted to look with a 
great interest to what has happened to 
the residence mortgage loan business 
since the establishment of the Federal 


Housing Administration. The plan of 
loan insured under that system has met 
with great favor. The volume of in- 
sured business has grown enormously. 
Most of the institutional mortgage 
lenders have taken part in it to such an 
extent that we all can afford to recog: 
nize that it brought into a confused 
system of residence loaning many impor- 
tant betterments. The government sub- 
sidy under that system is comparatively 
small. The private investor furnishes 
all of the funds and receives all of the 
net interest rate. The risk borne by the 
government is confined to the amount 
that actual losses in failure cases only 
may exceed the insurance premiums, 
gathered from all loans. The system 
preserves for the private institutional 
investor the right of selection of terri- 
tory and the right to scrutinize each 
case both from security and credit 
standpoint. The FHA program also 
provides for the privilege of withdraw- 
ing from any or all of the fields at any 
time and at the same time the system 
has attracted to the business of resi- 
dence loaning a sufficient volume of 
funds to furnish all needs, both in the 
larger centers where mortgage funds 
have always been available and in 
smaller communities and suburban ter- 
ritory a field largely neglected by insti- 
tutional lenders. 


The possibility of adapting a similar 
system to farm mortgage lending is 
surely a matter worthy of consideration 
in the farm mortgage conference being 


planned. 


OUTSTANDING FARM MORTGAGE DEBT, PERCENTAGE HELD BY 
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CONVENTION ARTICLE 


(Continued from page 1) 

Friday, October 4—The three speak- 
ers on Friday morning’s program are 
Edwin W. Craig, Executive Vice Presi- 
dent of the National Life and Accident 
Insurance Company, Nashville, Tennes- 
see; Myers Y. Cooper, former Governor 
of Ohio and President of the National 
Conference of Real Estate Taxpayers; 
and Frank M. Totton, Vice President of 
the Chase National Bank, New York. 
Mr. Craig's address is entitled “Public 
Relations in Business.” Former Gover- 
nor Cooper will speak on “Safeguard- 
ing Mortgage Investments Against the 
Approaching Collapse of the Real Es- 
tate Tax Structure.” Mr. Totton’s ad- 
dress is entitled “Old for New.” 

On Friday evening, the Convention 
will be concluded with the Annual 
Banquet and Ball which will be held in 
the Gold Coast Room of the Drake 
Hotel. This event will honor Past 
Presidents of the Association and the 
dinner will be followed by dancing. 

In addition to the evening entertain- 
ment features, an interesting program 
has been planned for the ladies. The 
ladies’ entertainment program includes a 
tour of the Chicago Art Institute and a 
dinner at the Woman’s Athletic Club 
on Wednesday. That evening the ladies 
will attend “The Male Animal,” a 
Broadway hit now playing in Chicago. 
On Thursday, a bridge luncheon is 
planned at the South Shore Country 
Club. On Friday, a luncheon and style 
show will be held in the Wedgewood 
Dining Room of Marshall Field and 
Company. 

If you haven't made your reservations 
for the Convention do not delay longer! 
We predict that you will find MBA’s 
1940 Convention one of the most 
worthwhile you have ever attended. 





Cities Don’t Want 
Subsidized Housing 
The American Builder recently quer- 

ied the secretaries of Chambers of Com- 
merce in 200 representative industrial 
cities to discover the housing needs in 
their communities. The majority of the 
secretaries reported that small homes 
available for rent are few because of the 
increased employment in _ industrial 
plants. But despite the shortage of hous- 
ing facilities, all of these Chamber of 
Commerce secretaries declared that their 
community did not want Government 
housing or cantonment building. They 
were unanimous in declaring that in- 
dustrial housing can better be accom- 
plished by private industry. 
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Basic Concepts In 


Mortgage Lending 


A Prominent Student Of Finance 
Describes Those Basic Concepts 
Which Govern Mortgage Lending 


HERE are two principal criteria by 

which the success of mortgage 

lending operations can be judged. 
The first is the extent to which loans 
are repaid in accordance with the pro- 
visions of the loan contract. The sec 
ond is the extent to which, notwith 
standing the failure of performance on 
the loan contract, funds lent are recap 
tured and satisfactory earnings are 
maintained 


Which of these criteria is adopted by 
a mortgage officer is of considerable im- 
portance. The decision may influence 
his attitude toward every loan which 
he is asked to make. 


It is probably not unfair to mortgage 
lending in the past to say that it has 
been characterized by the second atti 
tude. The general position taken with 
respect to loans has been that of exam- 
ining the probability of recovering on 
the collateral in case foreclosure be 
came necessary and judging the loan 
principally from this point of view. 
This attitude was commonly expressed 
in such phrases as “we can't lose on 
this loan” and “that property—it can 
be sold at any time for the amount of 


the loan.” 


In other words, the principle upon 
which the mortgage loan officer oper- 
ates in accepting this criterion is that 
he is in effect making a firm offer to 
purchase the property at the amount of 
the mortgage or its outstanding balance 
at any time during the term of the 
mortgage. When the loan is judged 
solely from the point of view of the 
value of the collateral, this interpreta- 
tion appears justified. I do not mean to 
infer that this attitude of the mortgage 
lender is a conscious one. He would be 
the first to repudiate such a position. 
But in the final analysis it appears to me 
that he is driven irrevocably to admit 
that such an interpretation of his posi- 
tion is fair. 
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On the other hand, acceptance of the 
criterion of securing repayment of the 
loan in accordance with the contract 
appears to place mortgage lending on 
the same footing as other types of 
lending transactions. It is particularly 
comparable to loans on other collateral. 
The expectation of a lending officer 
when he makes a loan on ordinary col- 
lateral is not that he will have to take 
over the collateral and that his position 





D*: FISHER, Director of Re- 
search in Mortgages and 
Real Estate Finance of the 
4merican Bankers Association, 
declares the two principal cri- 
teria by which the success of 
mortgage lending operations can 
be judged are: (1) the extent to 
which loans are repaid in ac- 
cordance with the provisions of 
the loan contract; and (2) the 
extent to which, notwithstanding 
the failure of performance on 
the loan contract, funds lent are 
recaptured and satisfactory earn- 
ings are maintained. Dr. Fisher 
recently addressed a conference 
of the Savings Bank Association 
of Maine. 





is safe if he does, but that the loan will 
pay itself out without resort to col- 
lateral. It would appear reasonable to 
take the same position with respect to 
real estate loans. The first concern of 
the mortgage lending officer should be 
the probability of the loan’s being re- 
paid in accordance with the contract. 

This is the first basic concept in 
mortgage lending. 

The concept itself is simple, but its 
implications are numerous and complex. 
Frank recognition of it dictates the 
whole process of analysis of the trans- 
action in reaching a decision as to 
whether the loan is acceptable. 


The acceptance of this concept leads 
first to an exploration of the sources 
from which the loan is likely to be re- 
paid. In connection with ordinary com- 
mercial loans, the source of repayment 
ordinarily anticipated is the sale of 
goods evidenced by inventory, bills of 
sale, warehouse receipts, etc. Operating 
statements are carefully scrutinized so 
that an intelligent judgment can be for- 
mulated with respect to the ability of 
the borrower to meet his obligation. 

This type of examination and analy- 
sis is well established in lending poli- 
cies in connection with commercial 
loans. The first step taken is that of 
attempting to discover the sources 
from which payments may be expected. 

The same procedure is suggested in 
connection with mortgage loans. An 
examination of the sources from which 
funds will appear to provide for the re- 
payment of the mortgage loan leads to a 
distinction between types of mortgage 
loans. The distinction must be made 
between mortgage loans on _ single- 
family, owner-occupied homes, and 
those made on income properties. 

In connection with loans on single- 
family, owner-occupied homes, the in- 
come and resources of the family oc- 
cupying the property are obviously the 
source of funds for payment. In con- 
nection with loans on income proper- 
ties, the net earnings of the property 
itself constitute the source of funds. It 
would appear desirable to discuss as 
briefly as possible the necessity for an- 
alysis of these sources. 

In the case of an owner-occupied 
home, the analysis of probability of re- 
payment is primarily one of credit an- 
alysis. The likelihood of repayment de- 
pends on two principal factors: (1) the 
ability of the borrower to pay, and (2) 
the incentive of the borrower to pay. 
The ability to pay depends primarily 
upon income and secondly upon wealth 
of the borrower. Since mortgages se- 
cure obligations which endure over a 
relatively long term, the analysis of the 
ability and incentive to pay must em- 
brace a term of years coincident with 
the term of the mortgage. Thus perma- 
nency of employment and earnings or 
of other income must be considered. 

Thus, also, continued incentive to pay 
must be taken into account. Much of 


YOU'LL LEARN FROM OTHER MEMBERS THEIR METHODS OF ACQUIRING NEW BUSINESS 


ee ee 


an 


+. @ 


> ho 


~~ VM 


o_o 


‘Vv tv = 


(vy 


THE MORTGAGE BANKER 





the mortgage trouble in the past may 
have arisen from the assumption that 
the incentive to pay, which reaches its 
peak at a time when a family acquires 
a home, will continue through the term 
of the mortgage. But the forces which 
create a climax of incentive at the time 
of purchase and occupancy, particularly 
of a new home, cannot be expected to 
maintain a similar intensity throughout 
the term of the mortgage. The excite- 
ment and satisfaction attendant upon 
moving into a newly acquired home are 
likely to wear off with the passage of 
time. 


Strain on the Borrowers 


This process is likely to be much ac- 
celerated if the obligations undertaken 
at the time of the mortgage transaction 
strain the ability of the borrower to 
meet his payments. In the exuberance 
of acquiring a home, a family is likely 
to under-appraise the sacrifice which 
their obligations may entail and to ex- 
aggerate the satisfaction which con- 
tinued occupancy of the property will 
bring. When the novelty of the trans- 
action has worn off, the constant bom- 
bardment of advertising and salesman- 
ship of the new automobile, the new 
fur coat, or the television equipped 
radio may wear down the enthusiasm 
accompanying home ownership and 
create dissatisfaction and a desire for 
freedom from the obligations of the 
mortgage. In brief, a balance must be 
maintained between the obligations in- 
curred under the mortgage and other 
importunities on the family budget. If 
this balance is not maintained, the abil- 
ity and incentive to pay are likely to 
frazzle out with unpleasant conse- 
quences to the mortgagee. 


Payments and Income 


This analysis of the source of pay- 
ment leads to another conclusion which 
appears reasonable. Since payments on 
mortgages covering owner - occupied 
properties must be made out of income, 
it would seem good mortgage practice 
to synthesize payments with the re- 
ceipt of income. A mortgage on a home 
occupied by a owner whose income is 
received monthly might better require 
monthly payments to liquidate the debt; 
the mortgage on a farm where income 
is received annually might better pro- 
vide for annual payments to liquidate it. 
In some cases, it might be desirable to 
require weekly or bi-weekly payments 
if income is received weekly or bi- 
weekly. It is certain that a borrower is 
more likely to pay at a time when he 


receives his income than after that in- 
come may have been used for other 
purposes. 

In connection, then, with mortgage 
loans on single-family, owner-occupied 
homes, we arrive at the second basic 
concept of mortgage lending. This 
concept may be briefly stated thus: The 
relationship between the borrower's in- 
come and the obligation created by the 
mortgage is of greater significance in 
connection with a mortgage loan on a 
single - family, owner-occupied home 
than is the relationship between the 
value of the home and the amount of 
the mortgage loan. It follows that an 
examination of income-debt service re- 
lationship is of greater significance than 
an examination of loan-value ratio. 


Value and Debt 


I do not mean to infer that the rela- 
tionship between value and debt is of 
no significance. It may serve to en- 
hance or to diminish the incentive to 
pay both at the time of the transaction 
and in subsequent years. One of the 
reasons for urging amortized loans on 
single-family homes is that amortization 
tends to maintain a differential between 
value of the property and the outstand- 
ing obligations and thus to maintain 
incentive to pay. But there are other 
incentives which may be more impor- 
tant than the establishment and mainte- 
nance of a large and increasing equity 
in the property. 


Incentives 


Two of these incentives are: (1) the 
relationship between the debt service 
under the mortgage and the rental 
value of the property which stands as 
security, and (2) the incentive which 
arises from the creation of a systematic 
habit of making payments. Here is an- 
other argument for the monthly pay- 
ment for those who receive income 
monthly. 

Also, so long as a family feels that 
the debt service of the mortgage cover- 
ing their home is less than the rental 
value of the home or at least not sub- 
stantially greater, the payments on the 
mortgage are made with greater grace. 

A similar approach to lending on in- 
come property leads to a number of 
interesting observations. A rental prop- 
erty represents an income producing 
entity. While the credit and responsi- 
bility of the borrower may be signifi- 
cant in connection with a mortgage on 
income property, primary dependence 
upon repayment of the loan must be 
placed upon the income produced by 


the property. The relationship between 
this income and the debt service created 
by the mortgage would appear to be 
more significant in considering such a 
loan than the relationship of the amount 
of the loan to the value of the property. 
And again, the examination of the rela- 
tionship of debt service to income 
throughout the term of the mortgage 
would appear to be of greater signifi- 
cance than the examination of the rela- 
tionship between value of the property 
and the amount of the loan. 


Control of Earnings 


Furthermore, it would seem that pro- 
vision for control of the earnings of 
the property during the term of the 
mortgage by the lender would be of 
greater significance than the right to 
acquire the property after default under 
the mortgage. 

Such control would seem to be neces- 
sary to protect the interest of the mort- 
gagee in securing repayment. It would 
probably extend to provisions requiring 
an accounting for funds received from 
the operation of the property, and to 
provisions for accumulation and preser- 
vation of proper reserves to maintain 
the earning power of the property and 
to meet recurring obligations such as 
taxes which may become liens prior to 
the lien of the mortgage. 

Since income from income properties 
is ordinarily received monthly, it would 
appear that monthly payments would be 
suggested. 

This reasoning leads to the conclu- 
sion that a lien on title is not sufficient 
to protect the interests of the mort- 
gagee; experience bears out this conclu- 
sion. In addition to lien on title, 
therefore, it would appear good mort- 
gage practice to secure in connection 
with mortgages on income properties 
some rights with respect to the distribu- 
tion of income which the property may 
produce during the term of the mort- 
gage. 

If this suggestion appears novel, it 
can only be said in defense of the sug- 
gestion that events of the last decade 
have proved the necessity for the intro- 
duction of some novelty into mortgage 
lending practice. 

I have tried to suggest three basic 
concepts of mortgage lending practice. 
The first is that the fundamental cri- 
terion of successful mortgage lending 
practice is the extent to which loans are 
recaptured in accordance with the terms 
of the contract. 

The second is that in connection with 
loans on single-family homes, an exam- 

(Continued on page 8) 
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Factors In The Rating 
Of Neighborhoods 


Desirability Of The Neighborhood Is 
An Important Factor To Consider In 
Sound Residential Mortgage Lending 


HE purpose of the security area 
ped is to reflect graphically the 

trend and degrees of desirability in 
residential neighborhoods. Therefore, 
based on the theory that desirability of 
neighborhoods is a predominant factor 
in sound residential mortgage lending, 
it shows the trend of the security for 
long-term residential mortgages. 

The factors which affect residential 
neighborhood values have a constant 
tendency to change, but we feel that the 
characteristics of and influences on a 
neighborhood, which determine the de- 
gree of desirability in the eyes of a well- 
informed and thoughtful purchaser, 
change less rapidly and less violently 
than such factors as price and rental 
values. In our opinion, there is a direct 
relationship between this degree of de- 
sirability and residential mortgage se- 
curity. In many communities, prices in 
1933 were 50 percent of 1928 or 1929; 
today they may be 75 percent. Yet, as a 
whole, the neighborhoods from the stand- 
point of desirability have changed very 
little. The best sections of a city are the 
best sections in good times or bad, and 
conversely, the poorest sections in bad 
times are still the poorest when times are 
good. 

The more desirable a neighborhood, 
the greater the incentive of the home 
owner to cling to and protect his in 
vestment. This is the basic reason why 
mortgage lenders will loan a higher per- 
centage of value in some locations than 
others. 


To prepare a security area map, it is 
advisable to begin by breaking down 
the city or community into a number 
of homogeneous neighborhoods or areas. 
An easy way is to start at the edge of 
the city with the established neighbor- 
hoods (20 percent or more built up) and 
work toward the center along a main 
thoroughfare. The objective is to grade 
each area in accordance with its trend 
and its degree of desirability as a resi- 
dential neighborhood, using one of four 
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grades, namely, First Grade, Second 

Grade, Third Grade, and Fourth Grade. 

To do this, all factors which influence 

the residential desirability of a neighbor’ 

hood, favorable or unfavorable, must be 

considered. These factors may be 

grouped somewhat as follows: 

1. Appeal, charm, layout and topogra- 

phy. 

2. Restrictions and zoning ordinances 

the effect of their presence as a 





HE suggestions made in this 

article for the systematic 
rating of neighborhood areas 
were prepared by the Division 
of Research and Statistics of the 
Federal Home Loan Bank 
Board under the direction of 
Assistant Director Clifford C. 
Boyd, who is in charge of city 
surveys. In its study of various 
metropolitan areas, the HOLC 
has adopted this rating proce- 
dure. Other lending institutions 
which feel the need of making a 
scientific analysis of the area in 
which they operate might also 
adopt the HOLC’s rating pro- 
cedure to their advantage. 





protective influence. 

3. Transportation conveniences. 

4. Sufhciency of public utilities, acces- 
sibility of schools, churches and busi- 


ness centers. 


i 


Population homogeneity eco- 
nomic stability, and effect of infiltra- 
tion of inharmonious families. 
6. Soundness of construction. 
7. Age, condition and type of buildings. 
8. Percentage of home owners and 
pride of ownership. 
9. Public approval of area as indicated 
by sale and rental demand. 
No particular emphasis is intended by 
the order in which the above factors are 


listed. Care must be exercised not to 
confuse the general price level of the 
neighborhoods with the degree of de- 
sirability as it is to be determined by 
weighing the factors. The security area 
map is not a price map. The price level 
of the properties is not a factor in judg- 
ing desirability. A $5,000 neighborhood 
may qualify for First Grade just as 
readily as a $15,000 area. However, there 
is a minumum level below which an 
area should not be classed in the better 
grades, because too low a price level 
means cheap construction and a tend- 
ency toward unstable population. Care 
is also required when grading the old 
sections of a city where land values are 
increasing because of “change in use.” 
Such areas are still declining from a 
residential point of view. 

In order to obtain uniform results, 
these standards are set up as a guide. 
They characterize and describe the 
neighborhoods which are to be included 
in each grade. An area need not possess 
all the characteristics outlined for each 
grade but the summation of its actual 
characteristics must not clash too strong: 
ly with these standards. 


First Grade 


1. New or fairly new, well planned 
and generally restricted areas. 


2. Construction is sound and active, 
if active anywhere. 
3. Normally, property is in constant 


demand and activity is good. 
4. High percentage of home owner- 
ship. 
Appearance of homes, yards and 
gardens indicates pride of owner- 
ship. 
6. Uniform and stable population. 
7. Convenient to adequate schools, 
churches, business centers, etc. 
8. Sufficient transportation and other 
utilities. 

9. Generally in line of city’s growth. 

10. Mortgage funds are readily avail- 
able in normal times; lenders offer 
their best terms—possibly up to 
75-80 percent of appraisal for 15-20 
years. 

11. Asa rule the area will not be com- 
pletely built up but still on the up 

(Continued on page 7) 
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The Proposed Coordinated 
Housing Program 


Defense Housing Coordinator Charles 
F. Palmer recently outlined the proposed 
housing program which the Federal Gov- 
ernment will undertake to supply needed 
housing for defense workers. 


Coordinator Palmer reported that 
President Roosevelt had allocated $10,- 
000,000 to the RFC Mortgage Corpora- 
tion to provide equity capital so that 
work on housing projects can be started 
immediately in areas where the need to 
house workers engaged in national de- 
fense activities is acute and is not other- 
wise being met. 

These funds will be supplemented by 
$40,000,000 through the proceeds of 
mortgages on such projects insured by 
the FHA under Section 207 of the Na- 
tional Housing Act, making a total of 
$50,000,000 immediately available, 
Palmer said. This plan is designed to 
sell the equities of approximately 20 per- 
cent to private interests as rapidly as 
possible. 

“It is believed that a great part of the 
defense housing needs can be produced 
by private enterprise, functioning within 
each community and using local capital, 
labor and contractors,” Palmer said. 


“However, there will be certain acute 
situations calling for housing for which 
the need will be temporary, or which for 
other reasons cannot readily be provided 
by private enterprise. For these situa- 
tions, where the need is not otherwise 
being provided for and cannot be met 
except by direct governmental action, the 
Administrator of the Federal Works 
Agency will be called into play, through 
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NEIGHBORHOOD RATING 


(Continued from page 6) 


grade. However, not all new sec- 
tions will meet First Grade require- 
ments. 


Second Grade 

Desirable residential sections similar 
in most respects to First Grade areas 
but older — probably was a First 
Grade area 10-20 years ago, depend- 
ing on rate of city’s growth. 
Population is still uniform and sta- 
ble; majority of the families are 
probably the original purchasers. 


. Generally well built up; opportunity 


for much further development does 
not exist. 


. Sale and rental demand while still 


good, has simmered down. The 
houses are like 1937 automobiles— 
still good value but not what the 
people are buying who can afford 
new ones. 


Neighborhoods which never were 
quite good enough for First Grade. 
Penalized because of location, archi- 
tecture, type of construction, lack 
of sale or rental demand, or any 
other influences which would cause 
you to be more conservative in the 
appraisal. 


Third Grade 


These neighborhoods are definitely 
declining or restricted as to desira- 


bility by: 


a. Age, obsolence, poor maintenance. 

b. Expiring restrictions or lack of 
them. 

c. Shifting or an infilteration of fam- 
ilies with lower living stand- 
ards. 

d. Influences which increase sales re- 
sistance such as inadequate 
transportation, insufficient utili- 
ties, etc. 

Areas burdened with heavy taxes 

or special assessments. 


. All “jerry-built” areas as well as 


most low priced, scattered, or sparse- 
ly built-up developments. 


4. Many of the old, aristocratic sections 
of the city fall in this grade, even 
though fine old families of consider- 
able means still live in them because 
of the absence of a demand for such 
homes when the present owners 
pass on. 


5. Any areas suffering the mixture and 
encroachment of, proximity to, or 
presence of influences which are det- 
rimental to the general desirability 
of the neighborhood, from the resi- 
dential point of view. 


Fourth Grade 


1. Neighborhoods in which the things 
that are now taking place in the 
Third Grade neighborhoods, have al- 
ready happened. 

Sections in which a majority of the 
influences are detrimental to home 
ownership. 

Low percentage of home ownership. 


Nm 


Poor maintenance; vandalism. 
Areas containing undesirable popula- 
tion and low income groups where 
collections are difficult. 

6. All slum sections. 

7. All areas where you would be very 
careful about making mortgages even 
on conservative terms. 


It should be borne in mind that the 
boundary between grades is not always 
sharp or distinct. The influences blend 
and shade out and, therefore, there are 
areas, for example, which are good Sec- 
ond Grade neighborhoods and others 
which are only fair or poor Second 
Grade neighborhoods. The final grade 
should be made only after all trends and 
factors affecting the area, as well as the 
whole city are considered, weighed and 
balanced up. Furthermore, the grade as- 
signed to each area should be compared 
with the grade given to other similar 
neighborhoods on the map to insure 
consistency. There may be honest dif- 
ferences of opinion, but the final re- 
sponsibility for grades rests on the Field 
Agent who must maintain these stand- 
ards in the different cities so that all 
cities are graded uniformly. 


1 





Congressman Lanham’s Bill providing 
$150,000,000 for this purpose. 


“It is expected that the War and Navy 


Departments will employ funds available 
to them only upon military and naval 


posts and reservations, while the Farm 
Security Administration will function to 
a limited degree in areas where defense 
housing may later be converted to rural 
use,” Palmer declared. 
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THE FHA PROGRAM WILL BE DISCUSSED AT THE CLINICAL MEETINGS EACH DAY 
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4% HIGHLIGHTS FROM THE PRESS 
OF PARTICULAR INTEREST 
TO MORTGAGE BANKERS 


REVIEW 


OPPOSES NEW FEDERAL 
CREDIT AGENCIES 

Opposition to the proposal of the 
Temporary National Economic Commit 
tee that additional Federal credit agen 
cies be set up to help the small business 
man has been expressed by Emmett F. 
Connely, president of the Investment 
Bankers Association of America. 

A TNEC report, made public by 
Senator Joseph C. O'Mahoney, pro- 
poses a further extension of govern- 
ment credit to business and industry in 
competition with the investment of pri- 
vate savings, Mr. Connely said. 

“The report of the committee states 
that the principal obstacle to the pros- 
perous development of small business is 
the difficulty encountered by small busi- 
ness men in securing venture capital 
with which to finance their operations. 

“Reports received by the Investment 
Bankers Association from its members 
in all parts of the nation reveal an ex- 
actly contrary condition. On the basis 
of these reports, | have no hesitancy in 
stating that there is an abundance of 
private investment capital seeking em- 
ployment in sound industry today.” 

Mr. Connely emphasizes that the 
government already has two agencies 
set up to make loans to business, the 
Federal Reserve System and the Re- 
construction Finance Corporation. 

He points out that these agencies are 
making loans to large and small busi- 
nesses where the enterprise warrants a 
normal financial risk. To set up another 
agency in which the government owns 
the preferred stock simply means that 
this new one would have available to it 
only the loans rejected by the Federal 
Reserve and RFC, and therefore would 
be investing taxpayers’ money in ven- 
tures which entailed too great a risk for 
the more experienced government agen- 
cies already in existence. 


CONCEPTS OF LENDING 
(Continued from page 5) 

ination of the relationship between in- 
come of the borrower and the debt 
service is more important than the ex- 
amination of the relationship between 
the amount of the loan and the value 
of the property. 

The third is that in connection with 
loans on income property, examination 
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the [EWS 


and control of the income from the 
property are more significant than ex 
amination of the value of the property 
and its relationship to the amount of 
the loan. 


FRANK M. TOTTON WILL 
SPEAK ON “OLD FOR NEW” 


At the time the September 15 issue of 
The Mortgage Banker went to press the 
subject of Frank M. Totton’s address had 
not been received. Mr. Totton, who is 
Vice President of the Chase National 
Bank, New York, informs The Mortgage 
Banker that his address is entitled “Old 
For New.” Mr. Totton will address the 
Convention on Friday morning, October 


4, at 11:15 A. M. 


PER CAPITA INCOME 
' STILL IS DOWN 

Per capita income payments in dol- 
lars and constant purchasing power— 
the kind of income which is used to pur- 
chase homes—are still running under 
1929 levels despite all pump priming ef- 
forts, states Leigh S. Plummer in an 
article in the Wall Street Journal. 

He points out that the Department of 
Commerce estimates that national in- 
come payments during the first seven 
months this year have been running at 
an annual rate of $73,000,000,000. Liv- 
ing costs, too, are down. The indices 
show that they are only about 85.7 per- 
cent as high as in 1929. 

“But the catch is that there are more 
people to divide this income among now 
than there were in 1929,” Mr. Plummer 
writes. “The population has increased 
around 10,500,000 since 1929, a gain of 
about 8.6 percent. It is estimated at 
close to 132,000,000 this year as against 
121,526,000 eleven years ago. Population 
has risen faster than national income 
payments even after the latter are ad- 
justed for the lower cost of living. 

“Currently, income payments per 
capita in terms of dollars having the 
same purchasing power as in 1929 are 
running 4 percent under that year. 
Actually the showing is not as good as 
that since the gain in population appears 
to have occurred almost entirely in the 
age group between 20 and 64—the 
group from which the nation’s producers 
are drawn. The number of persons in 


this age classification has increased from 
around 67,500,000 in 1929 to an esti- 
mated 78,126,600 this year, a rise of 
some 16 percent. Income payments per 
capita for persons in this “producers” 
classification are currently running 
around $1,090 as against $1,210 in 1929, 
a decline of 10 percent. Much progress 
has been made since 1932 but we 
haven't caught up yet despite the rise in 
dollar payments and the lowest cost of 
living.” 


FHA RULES ON 
PREMIUMS IN ESCROW 


Assistant Administrator Raymond T. 
Cahill of the FHA has urged all ap- 
proved FHA mortgagees to retain the ac- 
cumulated mortgage insurance premium 
installments in escrow until the Adminis- 
trator has issued notification of the ter- 
mination of the insured mortgage con- 
tract, even though the mortgage had been 
prepaid. 

Cahill emphasizes that under the Ad- 
ministration Rules and Regulations and 
the contract of insurance, the obligation 
to pay premiums when due rests uncon- 
ditionally with the mortgagee. The mort- 
gagee is not relieved of its obligation to 
pay premiums when due by the failure 
of the mortgagor to pay premium install- 
ments or by its return of premium in- 
stallment collections to the mortgagor. 
He further points out that the obliga- 
tion is not conditioned upon the receipt 
of premium notices and while the Ad- 
ministration exercises every precaution in 
forwarding premium notices, failure to 
receive such notice can not be construed 
as relieving the mortgagee of its respon- 
sibility of paying premiums due. 





AUGUST CONSTRUCTION 
HIGHEST IN DECADE 


Construction activity in August 
reached the highest level in the past ten 
years with gains reported in both public 
and private building. Construction activ- 
ity last month in 37 eastern states totaled 
$414,941,000, according to the F. W. 
Dodge Corporation. Residential con- 
tracts for the month were $152,988,000, 
the highest since July, 1929, and exceeded 
last year’s figure by 20 percent. All in- 
dications are that 1940 will be the best 
year in a decade. 


EIGHT NATIONALLY-PROMINENT SPEAKERS WILL ADDRESS THE CONVENTION 
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